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Introduction 


AST January we published the booklet, “A Literal 
¥ Interpretation of Regulation X,” and we had the 
following to say in the introduction; 

“Ever since the advent of the government-insured 
loan, the mortgage business and the real estate busi- 
ness have grown progressively more complicated. This 
has become increasingly true in recent years. 


“Since October 12, 1950, the date Regulation X and 
its companion regulations became effective, the sale 
and financing of real estate has become one of the most 
confusing and complicated operations in the country. 
Nothing we can do can make the new regulations less 
complicated, but perhaps this’ booklet will make them 
less confusing. ” 


Since then there have been several amendments and 
a major overhauling of the Regulations. Our present 
publication is a rewrite of the amendments and the wa- 
tered down terms as they now stand. Major changes in 
FHA and VA regulations are also included. 








Explanation of Regulation X 


idministered by the Board of Goveners of the Federal Re- 
serve System (as directed by the President under author- 
ity of the Defense Production Act of 1950 as ammended); 
applies only to conventional loans for new construction 


or major improvements or alterations (more than $2,500) 


Section 1 
Scope and Application 


Applies to any person or organization engaged in ex- 
tending or arranging real estate credit. 


A person or organization is considered to be in the 
business of extending real estate credit if during 1950 or 
1951 he has extended real estate credit (of any nature) 
more than three times or in an amount exceeding $50, 000. 
You can see that virtually all mortgage lenders would be 
covered by this definition. 


Section 2 
Definitions 
(A) Person. -Any individual or organization (includ- 


ing government agencies) capable of making a real estate 
loan. 





(B) Registrant. -Practically speaking, this means 
“lender.” Every person engaged in the business of ex- 
tending real estate credit is supposed to register in ac- 
cordance with Section 3 of this booklet. 


(C) Credit. -This means practically all real estate 
loans, including conditional sales and rental-purchase 
contracts. 


(D) Extending credit.-This term means any real es- 
tate transaction, including those in which the purchaser 
takes property subject to any mortgage or other lien. 


(E) Real estate construction credit. -Practically 
speaking, real estate construction credit applies to all 
credit extended on or after October 12, 1950, on new 
one- to four-family residences, or extended on or after 
January 12, 1951, on new multi-unit residences, or ex- 
tended on or after February 15, 1951, on new nonresi- 
dential buildings. * 


(F) New construction. -Any construction or major 
addition or improvement begun after 12:00 August 3, 
1950. Construction is ‘‘begun” when any part of the struc- 
ture becomes permanently and physically attached. For 
example, if the footings of the foundation are in before 
noon on August 3, 1950, the financing of the structure 
is exempt from Regulation X. 


(G) Major additions or major improvements. -In order 
to be restricted by Regulation X, the additions or im- 
provements must exceed the following cost limits: 





*Includes office buildings, warehouses, stores (wholesale 
and retail), banks, hotels, motels, garages, filling sta- 
tions, restaurants, clubs and other types. These build- 
ings are mostly those commonly referred to as com- 
mercial buildings. 





On a Single-family residence the cost must exceed 
$2, 500. 


On a two- or more family the cost must exceed $1, - 
500 per unit ($3, 000 for a two-family, $6,000 for a four- 
family, etc.). 


On commercial property the cost of the addition or 
improvement must equal 15% of the bailing ’s appraised 
value. The appraisal is made in good by the lender 
and is to be made before the addition or improvement. 


In arriving at the allowable maximum loan for addi- 
tions on more than one-family residential buildings, the 
total number of units after the change is considered. For 
example, suppose you own a duplex and want to convert 
it toa four-family. You can spend $6, 000 on the project 
($1, 500 per unit x four units) before you will be subject 
to Regulation X. 


(H) Real property. -Also includes leaseholds and other 
interests in real property. 


(I) Maximum loan value. - 


1. On major additions or major improvements the 
maximum loan value is based on the cost of the improve- 
ments or additions. This cost estimate is to be based 
upon such evidence as is usually required by a prudent 
lender. 


2. Residential property. -The maximum loan value 
in the case of a sale is based upon the bona fide sales 
price per unit. For example, a single-family residence 
sells for $10,000. This is its price and its value. The 
maximum loan is $8,500. (See table I.) Likewise, a 
four-family apartment sells for $40,000. This is also 
its value. Therefore, the maximum loan is based ona 
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$10, 000 value per unit, or $8, 500 x four ($34, 000). 


3. When the credit is to finance the construction of a 
new house the value is to be considered the total of the 
cost of construction plus the value of the lot. Value of 
the lot is considered its cost if purchased less than 12 
months prior to the loan. If lot has been owned by the 
borrower for more than 12 months or if it was acquired 
by gift, exchange or inheritance, value of the property 
shall be the appraised value as determined by the lender. 
In any case, if borrower owns his lot, the value of the 
lot may be counted as (all or part of) down payment. 
EXAMPLE: 


Construction cost of house $12, 000 

Recently acquired lot cost 2, 500* 

VALUE $14, 500 

MAXIMUM LOAN VALUE $10, 600 (see table 1) 


*This $2, 500 value could be applied by borrower to down 
payment of $3, 900; therefore, in this instance he would 
need only $1, 400 cash. 


OR 


Construction cost of house $12, 000 

(also appraised value) 

Lot acquired in 1930 at cost of 

$1, 500 now has appraised 

value of 2, 100 

VALUE $14, 100 

MAXIMUM LOAN VALUE $10, 440 (see table I) 


4. When the loan is to finance construction of a resi- 
dence on farm property the maximum loan value is based 
on the cost of the construction plus 5%. The 5% is added 
to take into account the value of the land upon which the 
building is to be constructed. 





Construction cost of new farm house $8, 000 

Land value allowance (5% of $8, 000) 400 

VALUE , 

MAXIMUM LOAN VALUE $7, 140 (see table I) 


5. For the extension of credit connected with the 
sale of a multi-unit structure, the maximum loan value 
shall be based on the bona fide sales price. If credit is 
extended to construct a multi-unit building, the maximum 
loan value shall be based on the appraised value as de- 
termined in good faith by the lender. These appraisals 
are subject to inspection by the Fed. and those that are 
excessive may be grounds for the lender ’s suspension 
(see Section 3 of this booklet). 


Example of maximum loan value calculation ona 
multi-unit structure: assume a 12-family building. Bona 
fide sales price or appraised value equals $132, 000. 
This equals $11,000 per unit. Table IV shows that with 
a value of $11, 000 per unit, the maximum loan value is 
$7, 930 per unit, or in this case, $95, 160. 


6. For the extension of credit connected with the 
sale or construction of a “nonresidential” building, the 
maximum loan value is based either upon the bona fide 
sales price or appraised value as discussed in paragraph 
5 above, but the maximum loaa is limited to 50% of the 
bona fide sales price or appraised value. Thus we see 
that the loan-to-value ratios of multi-unit buildings and 
“nonresidential” buildings have pot been changed by the 
new regulation. 


(J) Bona fide sales price. -The following example will 
show how this price is arrived at: 


Ms 





Cash to be paid 

Value of any property accepted 

as part payment (for example - 

a vacant lot) 

First mortgage on subject property 

Any lien for taxes or special 

assessment which is in default 

or currently due and payable 

(1949 sewer tax $93 plus 1950 

reai property tax $120) 

Amount of any mechanics’ liens 

or other liens the purchaser 

must pay ($125 for unpaid 

plumbing bill) 

The amount of any alteration or 

repair that the purchaser a- 

grees to pay (purchaser agrees 

to pay the seller for a new water 

heater he has just installed - 

$150) 150 
Customary closing costs paid by 

purchaser 238 
Bona fide sales price $12, 226 


This total does not include any prepaid charges (such 
as prepaid taxes or insurance) or any accrued rent which 
will be paid to purchaser. 


(K) Residence. -A residence is a one- to four-family 
structure with at least one-half of its floor space de- 
signed or used for dwelling purposes. For the purpose 
of this definition row houses (houses connected by com- 
mon walls) are considered separate structures. 


(L) Multi-unit residence. -Such structures as apartment 
houses or apartment hotels. They must include more 
than four family units and residential space must be at 
least one-half of the floor space of the building. Rooming 
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houses, hotels, motels, clubhouses, fraternity or soror- 
ity houses, rest homes and other such structures where 
one-half of the floor space consists of units without kit- 
chen facilities or space designed for kitchen facilities 
are not considered residences or multi-unit residences. 
For the purpose of this regulation practically all multi- 
unit residences will be apartment houses, apartment 
hotels or apartments over stores. 


(M) Family unit. -Dwelling space that contains at least 
one room with kitchen facilities or space designed for 
kitchen facilities. 


(N) Residential property. -Any real property upon 
which there is, or will be, a residence (farm property 
is excepted because it is separately defined below). 


(O) Farm property. -Must be residential (one- to four- 
family) and located outside urban areas and used princi- 
pally for production of agricultural products. 


(P) Multi-unit residential property. -Property upon 
which there is or wil! be a multi-unit residential struc- 
ture. 


(Q) Nonresidential property. -Property upon which 
there is or will be a nonresidential structure. 


(R) Nonresidential structure. -For practical purposes 
just interpret “nonresidential structures ”* to mean: of- 
fice buildings, warehouses, stores (both retail and 
wholesale), banks, hotels, motels, motor courts, fill- 
ing stations, restaurants and clubs and other types of 
buildings usually referred to as “commercial buildings. ” 





Section 3 
General requirements and Registration 


(A) Registration.-This section of the Regulation 
states that: 


Anyone engaged on May 31, 1951, in the business of 
extending real estate credit must register on Form F.R. 
269 by June 30, 1951, or if just entering the business he 
must register within 30 days. 


(B) General requirements. -The Regulation states that 
the “registrant” (lender) shall not extend real estate con- 
struction credit which fails to comply with any applicable 
provision of the Regulation. In other words, Régulation X 
must be obeyed. 


(C) Suspension of registration. -Failure to comply with 
the provisions of Regulation X (either deliberately or 
through negligence) may bring suspension of the lender ’s 
activities, possibly for an indefinite period. (Also, the 
Defense Production Act of 1950 under which Regulation X 
is written states that willful violation of the real estate 
construction credit regulations can lead to a $5, 000 fine 
or a year in jail, or both.) 


In short, Section 3 of Regulation X simply states that 
all lenders are subject to the Regulation and if they don’t 
obey it they are liable to punishment. 


Section 4 
Extension of Credit 


(A) Amount, maturity, amortization of real estate 
loans. 





Except as otherwise permitted by this regulation, no 
lender shall either in connection with a sale or other- 
wise: (renew, refinance, consolidate, revise) 


1. Extend credit which will cause the total amount of 
credit against a certain property to be in excess of the 
maximum loan value shown in tablesI &IV. For example: 
table I shows that a property with a value of $16, 000 can 
have a maximum loan of $11, 000 against it. If this prop- 
erty is to be financed, a lender can extend credit up to 
$11, 000, but suppose it already has a loan of $8, 000 a- 
gainst it. In this case the lender can advance only an 
additional $3, 000 ($8, 000 + $3, 000 = $11,000, or maxi- 
mum loan). 


2. This also applies to loans for making major im- 
provements or alterations. No lender shall extend credit 
to finance the major alteration or major improvement if 
the extension of this credit will cause the total amount of 
(alteration and improvement) credit to exceed the maxi- 
mum loan value of such major additions or improve- 
ments. 


3. The same restrictions hold true regarding farm 
residential property. In other words, the maximum a- 
mount of credit th..t can be outstanding on residences of 
various values, provided the property is “new construc- 
tion, ” is set forth in table I. 


4. Loans on residential property having a value per 
family unit of $12,000 or less must be amortized in 25 
years or less. Loans on residential property with a value 
per family unit in excess of $12, 000 must be amortized 
within 20 years. This does not mean that a loan of $12, 000 
can be extended for 25 years. The value of the 
cannot exceed $12, 000 per family unit to qualify a 25- 
year loan. In the case of a$12, 000 property the maximum 
loan that could be extended for 25 years is $9, 600. 
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5. No lender shall purchase, discount or lend on any 
credit instrument subject to Regulation X that does not 
conform to Regulation X. 


This portion of the Regulation repeats the ruling that 
lenders must not extend credit that does not conform with 
Regulation X and goes on to say that lenders must also not 
purchase or discount these nonconforming loans. 


6. The lender shall not transfer title to newly con- 
structed residential or multifamily or nonresidential 
property if the amount of exempt and subject credit ex- 
tended after the effective dates referred to in Section 2 (E) 
of this booklet, page 4, exceeds the applicable maxi- 
mum loan value, or if as the result of a sale this credit 
exceeds the applicable maximum loan value. A lender 
shall not sell or transfer title to real property if any of 
the outstanding credit arrangements fail to comply with 
Regulation X. 


This entire paragraph of Section 4 simply details the 
fact that a lender must have absolutely nothing to do with 
a nonconforming loan. He certainly must not make one, 
nor may he have anything to do with a nonconforming 
loan even though someone else makes it. 


(B) Secondary borrowing. -If the primary loan on the 
property is for the applicable maximum amount, there is 
to be no secondary borrowing except that borrowing se- 
cured by the borrower’s life insurance. For example: 
suppose a purchaser in buying a new home for $15, 000 
borrows the applicable maximum amount of $10, 800. He 
finds that he must have a down payment of $4, 200 cash. 
If he does not have $4, 200 cash, he may borrow the 
necessary amount on his life insurance. He cannot bor- 
row for this purpose on any other collateral. Naturally, 
he can sell some other asset such as stocks, bonds, per- 
sunal property or real estate, but he cannot borrow from 
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all sources more than $10, 800 to buy this house unless 
fhat secondary borrowing is secured by his life insurance. 


On the other hand, if this same purchaser buys the 
home for $15, 000 and borrows only $9, 000 to close the 
deal, he may later borrow an additional $1, 800 on his 
home ($9, 000 + $1, 800 = $10, 800, or the maximum ap- 
plicable amount on a home valued at $15, 000). 


(C) Ascertaining nature of credit. -This portion of 
the Regulation simply states that for the most part the 
lender must not extend any credit unless he maintains 
records that show which of his loans were for real es- 
tate construction and which were not. 


There are exceptions to this rule: 


1. Ifa bank, savings and loan association or similar 
lender makes a loan that is to be repaid within six months 
and is fully secured by the borrower’s savings account or 
withdrawable shares, and the lender does not have any 
knowledge that the loan is construction credit, no record 
of the purpose of the loan need be kept. However, if the 
lender is told or otherwise learns that the loan is for real 
estate construction credit, he must record the loan. 


2. Ifa lender has had previous dealings with a bor- 
rower, in the ordinary course of business of extending 
commercial, agricultural or other business loans, he 
need not keep a detailed record of the purpose of each 
loan. He can simply retain correspondence or other 
memoranda, or he can write across the face of the credit 
instrument that he is satisfied that the credit is not real 
estate construction credit. Such a statement must be 


signed by the lender or a responsible officer of the 
lender ’s company. 


Another way this may be handled is to have each bor- 
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rower sign a brief statement that the credit extended is 
not real estate construction credit. The securing of such 
a statement is considered to be adequate for compliance 
with this section of the Regulation. 


(D) Statement of the borrower. -No lender shall ex- 
tend real estate construction credit unless he has ac- 
cepted a signed statement of the borrower stating: 


1. Whether the credit is with respect to property 
subject to the Regulation. 


2. Stating the reason such credit is exempt from 
Regulation X (if it is exempt). Naturally, if the credit 
is not exempt this portion of the borrower’s statement is 
left blank. 


3. Stating the total amount of credit that will be out- 
standing against the property. This includes the unpaid 
balance outstanding against credit previously extended 
plus the amount of credit to be extended. 


4. Stating how the lender is computing “value” of the 
property; whether he is using cost, or estimated cost to 
the borrower. Furthermore, he must show this cost fig- 
ure in the statement. 


5. Also, state whether credit to be extended is in 
connection with a sale. 


5a. If so, state the sale price and that this price was 
bona fide. 


5b. If any property is given in part payment of sales 
price the value of said property must also be stated and 
the property must be briefly described. 


5c. If credit is in connection with a sale, this state- 
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ment must also state that the seller of the property will 
have no financial interest in the property except that in- 
terest which he fully discloses to the lender. Any finan- 
cial interest that the seller retains in the property or in 
the proceeds of the property’s disposition shall be con- 
sidered real estate credit subject to Regulation X. (This 
is to forestall such a situation as the following: borrower 
wants to buy a $15,000 house and needs $4, 200 down 
payment. He only has $2, 000 and enters into an agree- 
ment with seller to give him a part purchase money mort- 
gage for $2,200. Any such agreement must be disclosed 
by the borrower in his Statement. ) 


Section 5 
Exemptions and Exceptions 


(A) Minimum amount. -The minimum amount of credit 
to which Regulation X applies is credit in excess of 
$2,500. If the total amount of outstanding credit extended 
(or to be extended) after October 12, 1950, with respect 
to the same property, is not more than $2, 500 the loan is 
exempt from the Regulation. 


(B) Short-term construction credits. -Credit extended 
to finance construction of one- to four-family residential 
units (or major additions or improvements) is exempt 
from Regulation X if the loan is to be paid off in 18 
months or less. However, permanent financing must 
conform to the Regulation. If a loan of this type has ? 
maturity exceeding 18 months, it shall also be exemp. 
from Regulation X if there is an agreement between bor- 
rower and lender to refinance under Regulation X within 
an 18-month period, or when the structure is completed, 
whichever occurs first. However, if the property fi- 
nanced by such a loan is sold it must be sold under the 
terms of the Regulation (same as above). 
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For example: Suppose a builder, or the owner, ap- 
plied for a construction loan to build a new home ora 
group of new homes and obtained a loan for 15 months. 
This construction loan is not under the Regulation because 
it is for a term of less than 18 months. If it is necessary 
to renew this loanit can only be renewed for three months, 
at the expiration of which it must be brought into line 
with the terms of the Regulation. 


Suppose also that this same builder makes a construc- 
tion loan of 24 months. This loan may be exempt from 
Regulation X if the builder and lender agree to refinance 
in accordance with the Regulation at the end of 18 months 
or at the time the building is completed, whichever occurs 
first. Under this type of arrangement, if the house is 
sold before it is completed (and before 18 months have 
elapsed) the sale must be financed under the terms of 
Regulation X. 


(C) Other short-term construction credits. -The re- 
strictions on the amount, maturity, amortization and 
secondary borrowing shall notapply tothe following cases: 


1. Credit extended to a person other than the owner 
to finance the construction (or a major addition or im- 
provement) of a multifamily or commercial building and 
which has a maturity of not more than 24 months. 


2. In no case may the owner of a multifamily or com- 
mercial building make a construction loan for more than 
the maximum loan value of the property, but when he does 
make a construction loan to build a multifamily or com- 
mercial building the loan is exempt from the amortization 
provisions if the credit is not to exceed 24 months. 


3. If his loan is to finance the construction of a com- 
mercial building and has a maturity of more than 24 
months, the loan will be exempt from the amortization 
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TABLE IV 


TABLE OF MAXIMUM PER UNIT BORROWING 
ON MULTI-UNIT RESIDENCES 


Value per Downpayment Loan 
family unit amount amount 


Less than $7, 000 17% 83% 
$ 7,000 $ 1,190 $ 5,810 
8, 000 1, 660 6, 340 
9, 000 2, 130 6, 870 
10, 000 2, 600 7, 400 
11, 000 3, 070 7, 930 
12, 000 3, 540 8, 460 
13, 000 4,010 8, 990 
14, 000 4, 480 9, 520 
15, 000 4, 950 10, 050 
16, 000 5, 750 10, 250 
17, 000 6, 550 10, 450 
18, 000 7, 350 10, 650 
19, 000 8, 150 10, 850 
20, 000 8, 950 11, 050 
21, 000 9, 750 11, 250 
22, 000 10, 550 11, 450 
23, 000 11, 350 11, 650 

23, 500 & over 50% 50% 





provisions if there is an agreement that within 32 days 
after the construction is completed or within 2 years 
(whichever occurs first), the loan will conform to all of 
the requirements of Regulation X. However, if the prop- 
erty is sold or otherwise transferred during the period of 
such a loan the sale must conform to the requirements of 
Regulation X immediately. 


(D) Medical expenses, etc. -Prohibitions of Regulation 
X will not apply to loans used to pay bona fide medical, 
hospital, dental or funeral expenses, providing - 1. the 
borrower furnishes a Statement certifying that the loan 
is to be used for that purpose; and 2. the borrower gives 
the amounts, names, addresses and occupations of those 
persons to be paid. 


(E) Casualties. -Prohibitions of Regulation X will not 
apply to loans used only to replace, reconstruct or repair 
property subject to Regulation X that has been destroyed 
or substantially damaged by flood, fire, windstorm, or 
other similar casualty, providing the borrower furnishes 
a Statement certifying the funds are to be used for such a 
purpose. 


(F) Ccntracts to sell. -This portion of the Regulation s 
written in order to allow a buyer anda seller to enter into 
a sales contract. Therefore, the prohibitions of Regula- 
tion X do not apply to sales contracts: 


1. That do not require a down payment except earnest 
money before transfer of title. 


2. Where title is to be transferred within six months 
(after date of contract), providing the eventual transfer of 
title is performed in accordance with Regulation X. In 
other words, a real estate salesman can take an earnest 
money contract on a sale and accept the payment of ear- 
nest money. The earnest money amount does not have to 
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be the minimum down payment; however, when title is 
transferred, the final deal must conform to Regulation X. 


(G) Contemplated construction. -This long and rather 
involved clause is no longer applicable and we have simply 
left it out of this edition. 


(H) Labor and materials. -Building contractors, build- 
ing tradesmen, building material dealers or manufactur- 
ers are not required to register. Only persons engaged 
in the business of extending real estate credit are con- 
sidered registrants. 


(I) Credits secured by life insurance policies. -As 
pointed out before, the credit secured by loan value or 
cash and surrender value of life insurance policies is 
exempt from the prohibitions of Regulation X. The lender 
need not take into account such credit when determining 
the amount of credit he is authorized to extend. 


(J) Farm property. -Insofar as farm property is con- 
cerned, Regulation X applies only to new construction 
of farm residential property or a major addition or im- 
provement to farm residential property. It has nothing to 
do with financing the purchase of farm lands or construc- 
tion of such farm buildings as barns, sheds, hog houses, 
etc. 


(K) Exemption for certain new construction. -If per- 
manent financing arrangements are made within 32 days 
after construction is complete, this credit is exempt 
from the restrictions of Regulation X provided: 


a. Construction was started prior toOctober 12, 1950, 
in the case of residential property. 


b. Construction was started prior to January 12, 1951, 
in the case of multifamily (or 3- and 4-family) property. 
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c. Construction was started prior to February 15, 
1951, in the case of commercial property. 


(L) Materials, articles and services used in new con- 
struction. -If the down payment is 10% and repayment is 
tobe within 30 months by substantially equal periodic pay- 
ments, the loan is exempt from Regulation X (although it 
will probably be covered by Regulation W). 


(M) Essential non-residential-defense construction. - 
This paragraph merely states that if you can get a govern- 
ment certification for a project as being essential to the 
national defense the F.R.B. will waive credit restric- 
tions on this particular project. 


Section 6 
Miscellaneous Provisions 


(A) Evasions. -Real estate construction credit fails to 
comply with the Regulation if at the time the loan is made 
the lender knows (or has reason to know) of any agree- 
ment, arrangement or understanding to make this loan in 
violaticn of Regulation X or to evade or get around the 
provisions of the Regulation. ‘This holds true even though 
the loan is made indirectly. 


No lender shall divide credit into 2 or more parts, or 


agree to do so, for the purpose of avoiding (lengthening) 
the amortization or maturity provisions of the Regulation. 


(B) Outstanding contracts or obligations. -Regulation X 
does not affect any loan made before the effective date 
(Section 2 (E) of this booklet, page 4) of the Regulation 
even though the construction which the loan will finance 
gets under way after the effective date. Neither shall the 
Regulation affect any firm commitment to extend credit if 
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that commitment was made prior to the effective date. 
“Firm commitment” means: 


1. A written agreement whereby the lenderis required 
to extend credit upon demand. 


2. In the case of residential property, or a major ad- 
dition or improvement thereto, any other agreement to 
extend credit entered into in good faith between the pros- 
pective borrower and lender, and upon which the borrower 
took some specific action before October 12, 1950. Ifa 
firm unwritten commitment exists, the lender must notify 
in writing the Federal Reserve Bank in his district. This 
statement or letter must state the facts of the agreement 
and tell what specific action the borrower took prior to 
October 12, 1950, upon reliance in the agreement. State- 
ments or letters of this type must have been sent to the 
Federal Reserve Bank before January 1, 1951. 


3. On multifamily property and three-and four-family 
units the same clause holds true with the exception of dif- 
ferences in date. The action must have been taken prior 
to January 12, 1951 (the effective date), and the Federal 
Reserve must have been notified prior to March 15, 1951. 


4. In the case of a “non-residential ” (commercial) 
structure, “firm commitment” means an agreement in 
writing under which a lender is required, without option, 
to extend credit upon demand of the borrower. No other 
form of commitment except one in writing can be used in 
the case of a commercial structure. 


(C) Real property outside the United States. -Regula- 
tion X does not apply to credit extended in Alaska, the 
Canal Zone or any territory or possession outside the 
48 States. 


(D) Preservation of records, inspections, adminis- 
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trative report. -In order to determine whether or not Reg- 
ulation X has been obeyed, anyone extending real estate 
credit shall keep the following records for a period of 
three years or until the repayment of the credit, which- 
ever is shorter: 


1. Evidence (such as letter, accounts or other 
records) that establishes whether or not the person is en- 
gaged in the real estate loan business. 


2. Evidence to show whether each loan is or is not 
exempt from Regulation X. 


3. Evidence to show that all real estate construction 
credit issued by the lender conforms to Regulation X. 


4. If the loan is sold the lender turns over the record 
with the loan. He then only need keep a record of the 
date of sale and name of purchaser. 


Furthermore, the lender shall permit inspection of 
these records by representatives of the Federal Reserve 
Bank at appropriate times. The lender shall also furnish 
(when ordered to do so by the Federal Reserve Board or a 
Federal Reserve Bank) reports or information pertaining 
to these loans. 


(E) Default and foreclosures (serviceman’s pre-in- 
duction debt). -Nothing in Regulation X shall prevent any 
lender from taking whatever action he deems necessary 
on a loan made to a borrower before the borrower is in- 
ducted into the armed services. (There may, of course, 
be other legislation on this point, but Regulation X does 
not in any way commit the lender to change the terms of 
the loan because the borrower enters the armed services. ) 


Furthermore, Regulation X does not prohibit a lender 
from foreclosing on a loan that is in default or from in- 


-21- 





stituting any other legal means of collection. Also, the 
prohibitions of Regulation X do not apply to the sale of 
property acquired through foreclosure, providing the loan 
connected with the sale does not exceed the unpaid princi- 
palamount of the foreclosed credit plus foreclosure costs. 


(F) Veterans programs under State laws. -Regulation X 
does not restrict the action of States in extending credit to 
veterans so long as this credit is no more liberal than 
currently allowed under Title III of the Servicemen’s Re- 
adjustment Act of 1944. 


(G) State and municipal programs. -These are also 
exempt from Regulation X. 


(H) Extension of credit for mixed purposes. -Whenever 
credit is partially subject to one section of Regulation X 
and partially subject to another, the credit should be di- 
vided into separate cases, and each part handled alone. 
If credit is partly subject to Regulation X, only that part 
that is subject to the Regulation need comply with it. 


(I) Calculation of maximum maturity. -In making these 
calculations the lender may use as “the date such credit 
is extended” any date occurring within the 32 days follow- 
ing the actual date of extension of credit. 


(3) Three-and four-unit residences. -This is a minor 
addition to the Regulation. It was necessary because 
three- and four-unit residences were not originally 
(October 12 Regulation) defined as residences. They 
were defined as residences and put under the Regulation 
on January 12, 1951, the same date multifamily struo- 
tures were put under the Regulation. Therefore, in Sec- 
tion 4a, paragraph 6, Section 5, paragraph K and Section 
6, paragraph B it is pointed out that the same provisions 
of the Sections noted, which are applicable to multi-unit 
residences, are applicable to three-or four-family units . 
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(K) Right to impose stricter restrictions. -The restric- 
tions under Regulation X for the most part set maximum 
loan and maturity limits. There is no reason why a 
lender cannot insist on alarger down payment or ashorter 
maturity. 


(L) Reliance upon statement of the borrower. -Any 
signed statement of the borrower may be accepted as cor- 
rect by the lender. 


(M) False statements. -Naturally, the Regulation pro- 
hibits false or fictitious statements affecting the credit or 
terms .of credit to be extended. 


(N) Statutory penalties.-As pointed out before, will- 
ful violation of Regulation X can lead to a $5, 000 fine or a 
year in jail - or both. 


(O) Enforceability of contracts. -Nothing in the Reg- 
ulation shall affect the enforceability of any contract. 
(See paragraph B and paragraph E.) 


(P) Defense construction. -Whenin properly designated 
areas and when specified as necessary by the Housing and 
Home Finance Administrator, with concurrence by the 
Board, Befense construction will be subject to different 
terms than those prescribed by Regulation X. 


(Q) Critical defense housing areas. -This paragraph 
simply says that these terms of the Regulation may be re- 
laxedin order to encourage construction of housing needed 
for defense and military personnel. The Board will issue 
a public announcement in any case where a critical de- 
fense housing area has been approved. 





New Credit Restrictions for FHA Loans 


Basically same as Regulation X. Chief differences: ap - 
ply only toOFHA loans and apply to FHA financing of all 
residential buildings (either old or new buildings); ad- 
ministered by FHA. 


These restrictions parallel those of Regulation X with 
the following exceptions: 


1. FHA credit regulations apply to credit extended on 
all residential units regardless of when they were built, 
while Regulation X applies only to credit extended on 
“new” construction. 


2. Maximum loan value under FHA is now $14, 000 on 
a single-family residence, $16, 000 on a two-family resi- 
dence, $20, 500 on a three-family residence and $25, 000 
on a four-family residence. (There is no limit in the 
amount of the loan under Regulation X so long as the re- 
quired down payment is made. ) 


3. FHA determination of loan value is a little more 
involved than under Regulation X. 


For example, applications for FHA loans on one- to 
four-family residential units are checked against two ta- 
bles (table I and table II in this booklet). Table I shows 
the amount that can belent under the new Regulations (this 
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is also the same table used to compute Regulation X loans) 
and is based on a percentage of bona fide value (as deter- 
mined under Regulation X). 


The other table (table I) shows the amount that can be 
lent under the old FHA (pre-Korea) Regulations and is 
based on a percentage of FHA valuation. The lower value 
shown by the two tables is the maximum amount allowed 
under FHA restrictions. 


In other words, if a lender wishes to make an FHA 
loan on proposed construction or on an existing property 
where prior FHA approval has been given, he consults 
table I to see what the maximum loan would be under the 
Regulation X schedule. He must also get an FHA apprais- 
al and check this appraised value against table I. Which- 
ever table gives the lower value is the one to use in com- 
puting the amount of the loan. 


To explain further, let’s assume that a lender wants 
to make a loan on proposed construction or on an exist- 
ing property where prior FHA approval had been given 
and the sales price was to be $10,000. Table I shows 
that the maximum loan is $8,500. The FHA appraisal 
of the property is $10, 000, and table II shows the maxi- 
mum loan is $8, 750 on a property valued at $10,000. In 
this case, the loan cannot exceed $8, 500 because that is 
the lower amount found by using both tables. 


Suppose, however, that in this particular area FHA 
is following a practice of appraising considerably below 
the market, and evaluates this house at only $9,000. In 
this event table II will allow a loan of $8,050. Since 
$8, 050 is lower than $8, 500, the FHA loan on this house 
selling for $10, 000 could not exceed $8, 050. 


If the loan is to be made against an existing $10, 000 
property where no prior FHA approval was given, the 
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application must also be checked against two loan values. 
The first (table I) shows a maximum loan of $8, 500, but 
in this case the second value would be a straight 80% of 
the appraised value or, in this instance, 80% of $9, 000, 
or $7, 200. The maximum loan would therefore be $7, 200. 


For this reason lenders will frequentiy find that they 
can extend more liberal terms on older houses by using 
conventiona] financing, because Regulation X does not ap- 
ply to financing on older residences, whereas FHA re- 
strictions apply to residences of any age. 


FHA requirements affecting credit terms on govern- 
ment-insured housing have been revised to bring them in 
generalconformity with Regulation X as amended. Three- 
and four-family housesare subject to similar restrictions 
as were applicable to one- and two-family houses under 
the October 12 Regulations. In the case of rental housing 
insured under Section 207 of the National Housing Act, the 
FHA credit restrictions are in basic conformity with Reg- 
ulation X as amended. That is, the maximum mortgage 
provided is 83% of the estimated value of the property or 
project which does not exceed $7, 000 per family unit and 
53% of the estimated value in excess of $7,000 per family 
unit, provided that the maximum mortgage amount cannot 
exceed $8, 100 per family unit. (See table IV.) Due to 
the statutory requirements of FHA, maximum amounts 
shown in table IV cannot always be lent, The maximum 
loan value on multi-unit structures insured by FHA is 
arrived at in very much the same manner as is described 
in paragraph 3 above.( Pages 24 and 25 ) 


The maximum mortgage available for FHA-insured 
cooperative projects (Section 213) in general, ranges from 
83% to 88% depending upon the percentage of members who 
are veterans, with the maximum coverage becoming avail- 
able when membership in the cooperative is 65% or more. 





New Credit Restrictions for VA Loans 


Alse basically same as Regulation X. Chief differences: 

apply only toVA loans; apply to VA financing of all 
one- to four- family residential buildings (either old or 
new buildings) and to VA aided cooperatives having more 
than four units; allow more liberal terms; admin istered 
by VA. 


Restrictions on VA loans differ from those under Reg- 
ulation X in several important details: 


1. Veterans Administration loans may be made on a 
more liberal basis than FHA loans or those loans that are 
under Regulation X. 


A.” Table II shows the down payment requirements 
and maximum loans that are allowed under new VA reg- 
ulations. Because of the wording of the law the down pay- 
ment amounts shown in table III for homes priced at 
$12, 000 and below are modified by the requirement that 
it is the sales price (or construction cost) which deter- 
mines whether the 4%, 6% or 8% factor should be applied 
to the transaction price. Thus, if the sales price is 
$7,000 or less, the maximum factor which can be applied 
to transaction price is 4% even though the transaction 
price (which includes closing cost) is in excess of $7, 000. 
Example: Sales price $6, 900 plus closing costs of $300, 
giving transaction price of $7,200. Although the trans- 
action price is above $7, 000 in this case the sales price 
is not in excess of $7, 000 so that the 4% factor rather 
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than the 6% factor will be applied to$7, 200, giving a mini- 
mum down payment of $288. The same method of calcula 
tion will be used at the 6% and 8% levels. Obviously, this 
method results in a difference in down payment only in 
those cases where the addition of costs carries the trans- 
action price over into the next percentage level. 


B. The maturity of the loans available under VA re- 
strictions can be for longer periods than under the other 
two sets of restrictions; PROVIDED the Administrator 
gives prior approval. Under ordinary circumstances the 
maximum maturity of VA loans is the same as other type 
loans: 25 years on properties valued at $12, 000 or less 
and 20 years on properties valued at more than $12, 000. 
Supervised lenders may make automatic loans where the 
maturity does not exceed these maximum limits. When- 
ever the veteran’s income and expenses indicate the nec- 
essity for a longer term loan the Administrator is em- 
powered to approve a loan for a longer period of time but 
not in excess of 30 years. The lender must submit such 
cases for prior approval. 


2. The VA new credit restrictions do not apply to 
loans that meet the following requirements: 


A. Where defense areas have been designated for 
programmed housing (under Regulation CR2 and CR3), 
loans to buy or build such units may be guaranteed free 
of all credit controls - so that no down payment may be 
required for them. The same is true for the same type 
loans that are made in a direct loan area. 


B. Those units that have been exempted from the 
July 19, 1950, October 12, 1950 or January 12, 1951,con- 
trols will continue to have the benefit of their exemp- 
tions. There are probably very few of these units left, 
however, where permanent financing has not already been 
arranged. 





3. In cases where the VA loans were exempt from 
the July 19 and October 12 controls, the requirement 
that increases above July 1, 1950, costs must be paid 
in cash has been rescinded. As is the case in Section B 
above, there are probably very few of these cases left. 
Any certificate of reasonable value issued hereafter , which 
modifies a previously issued certificate of reasonable 
value,is subject to the new down payment requirements. 


4. Applicability to new loans and to loans in process. - 
All new loan applications and all loans still in process will 
be eligible for the revised down payment and maturity 
terms. Certificates of commitment outstanding may be 
altered in accordance with the new terms if the veteran 
and lender present an amended application form. How- 
ever, the relaxed terms will be inapplicable to loans on 
which certificates of guaranty or insurance have already 
been issued, or where the settlement or closing has been 
completed. 


5. It should be noted that closing costs will contiuue 
to be payable out of the down payment. Thus in the ex- 
ample given in paragraph 1-A the figure of $288 is the 
maximum which the Regulations will require the veteran 
to pay and the maximum loan amount is $6,912. Also no 
change is being made in regard to prepaid items such as 
ground rents, hazard insurance premiums and current 
year’s taxes. Such prepaid items must continue to be 
paid by the veteran in addition to the down payment other- 
wise required. 


6. The handling of the 4% payment made by the ad- 
ministrator to the veteran was, at first, somewhat of a 
nuisance to lenders. When this entire amount is cred- 
ited to the principal of the loan, the payment allocation 
tables used by most lenders would, more often than not, 
be out of balance with the amount of principal actually due 
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on the loan. The Regulations have now been amended to 
allow as many complete principal payments to be made 
from the 4% amount as possible. Any amount left over is 
to be creditedto the loan in some manner agreed upon be- 
tween veteran and lender. For example, suppose a vet- 
eran receives $160 from the Administrator as his 4% pay- 
ment, and finds that $150 would cover four complete 
principal payments. Instead of having to apply the entire 
$160 to principal, he can pay only $150 on principal and 
use the other $10 to reduce the amount due on taxes or 
insurance. 


The other credit restrictions on VA loans are some- 
what similar to those found under Regulation X. We be- 
lieve, however, that the most important differences have 
been outlined in the preceding paragraphs. 


ses ee & 


THER changes affecting VA loans were incorpor- 
ated into the 1951 Housing Act. The St. Louis 
Regional Office of the Veterans Administration 
has furnished the following description of these changes: 


Changes in Section 501 (b) of the Servicemen’s Re- 
adjustment Act. 


1. Section 501 (b) has been amended to read as follows: 


“(b) Any loan made under this title to a veteran who 
has not, after April 20, 1950, availed himself of the bene- 
fits of this title for the purpose of purchasing residential 
property or constructing a dwelling to be occupied as his 
home, the proceeds of which loan are to be used for that 
purpose, may, notwithstanding the provisions of subsec- 
tion (a) of Section 500 of this title relating to the percent- 
age or aggregate amount of loan to be guaranteed, be 
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guaranteed, if otherwise made pursuant to the provisions 
of this title, in an amount not exceeding sixty per centum 
of the loan: Provided, That the amount of any such guar- 
anty shall not exceed $7, 500, less the amount with which 
the veteran ’s entitlement for realestate purposes is prop- 
erly chargeable on account of prior loans, nor shall the 
gratuity payable under subsection (c) of Sertion 500 of this 
title exceed that which is payable on loans guaranteed in 
accordance with the maxima provided for in subsection 
(a) of Section 500 of this title. ” 


2. It is important to note the following major features of 
amended Section 501 (b): 


a. An eligible veteran who has not previously availed 
himself of the loan guaranty benefits of the Act continues 
to be eligible for a 60% guaranty of a loan for the pur- 
chase or construction of residential property to be oc- 
cupied as his home; the maximum guaranty for such pur- 
poses, of course, remains at $7, 500. 


b. An eligible veteran who has availed himself of the 
loan guaranty benefits previously may be eligible for a 501 
(b) guaranty dependent upon two factors, (a) the purposes 
of prior loans obtained by him, and (b) the date he is con- 
sidered as having availed himself of the benefits of the 
Act in connection with such loans. Thus: 


(1) If none of the prior loans obtained by the veteran 
was for the construction or purchase of residential prop- 
erty he can qualify for a 60% guaranty. 


(2) If a prior loan was for the purpose of construction 
or purchasing residential property and the veteran availed 
himself of title II benefits in connection therewith on 
April 20, 1950, or any date prior thereto, the veteran is 
qualified for a 60% guaranty. 





(3) If a veteran availed himself of the benefits of the 
Act for a loan for the purchase or construction of resi- 
dential property on April 21, 1950, or on any subsequent 
date, the veteran cannot qualify for a 60% guaranty, al- 
though he may be eligible for a 501 (a) guaranty. NOTE: 
If the veteran availed himself of his entitlement before or 
after April 20, 1950, for a loan for the repair, alteration 
or improvement of residential property, or for any pur- 
pose other than constructing or purchasing residential 
property, the veteran is not thereby disqualified for a 
501 (b) guaranty. 








c. The amount of entitlement available to a veteran 
eligible for a 501 (b) guaranty who previously used a por- 
tion of his benefit is $7,500, “less the amount with which 
the veteran ’s entitlement for real estate purposes is prop- 
erly chargeable on account of prior loans.” The amourt 
to be deducted from $7, 500 is not necessarily the amount 
of guaranty issued in conjunction with the prior loan, but 
the amount chargeable against the veteran’s benefit for 
real estate purposes on account (because of) the prior 
loan, for example: 


(1) Veteran got a $2, 000 business non-real estate loan 
which was guaranteed for $1,000. This reduced his guar- 
anty benefit for real estate purposes by the sum of $2, 000. 
This sum when subtracted from $7, 500, leaves a remain- 
der of $5, 500 which is the amiount available to him for 
Section 501 (b) purposes. 


(2) Veteran obtained a $2, 000 real estate loan for the 
repair of his home prior or subsequent to April 20, 1950, 
which loan was guaranteed for $1,000. Entitlement avail- 


able to the veteran for 501 (b) purposes is $6, 500 ($7, 500 
minus $1, 000). 


(3) Veteran received a $4, 000 business non-real es- 
tate loan which was guaranteed for $2,000. This re- 
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sulted in a charge equivalent to $4,000 for real estate 
purposes to the veteran’s benefit. Hence the veteran’s 
available entitlement for Section 501 (b) purposes is 
$3, 500 ($7, 500 minus $4, 000). 


(4) Veteran obtained an $8, 000 real estate loan to 
purchase a home in 1949, which was guaranteed for 
$4,000. Entitlement available for Section 501 (b) pur- 
poses--$3, 500 ($7, 500 minus $4, 000). 


(5) Section 501 (a) real estate loan in the amount of 
$2, 000 to purchase a home was made and guaranteed for 
$1, 000 in May 1950. Nothing available for 501 (b) pur- 
poses since veteran is ineligible, having used his en- 
titlement after April 20, 1950, to purchase a home. He 
does have $3, 000 available for a Section 501 (a) guaranty. 


3. Section 501 (b) disqualified any veteran who “after 
April 20, 1950, availed himself of the benefits of this 
title for the purpose of purchasing residential property or 
constructing a dwelling to be occupied as his home.’’ The 
veteran will be deemed to have “availed himself” of the 
title III benefits of the Act on the date the loan to the vet - 
eran was closed. The date of the note and the security in- 
strument will be presumed to be the date the loan was 
closed unless the guaranty on the loan was a 501 (b) guar- 
anty issued in conformity with the provisions of paragraph 
13 (g) of TB 4A-92, (External Issue #36), or unless facts 
reflected in the loan docket indicate clearly that a differ- 
ent date should be regarded as the date of closing the loan. 
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